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l. INTRODUCTION

PLEASE STATE YOUR NAME, ADDRESS AND BY WHOM YOU ARE
EMPLOYED.

My name is Gary Smith; I am employed as a Utility Analyst for the State of Utah,
Division of Public Utilities (DPU or Division). My business address is Heber M.

Wells Building, 160 East 300 South, 4th Floor, Salt Lake City, Utah 84111.

1. IDENTIFICATION OF WITNESS

FOR WHICH PARTY WILL YOU BE OFFERING TESTIMONY IN THIS

CASE?

I will be offering testimony on the Division’s behalf.

I11.  PURPOSE OF TESTIMONY

WHAT IS YOUR INVOLVEMENT IN THE DIVISION’S REVIEW OF

COMMUNITY WATER COMPANY, LLC (CWC OR UTILITY) IN THIS

DOCKET?
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| am serving as a Division analyst, charged to review and analyze CWC’s
operations and maintenance expense documentation and data. My review uses
information provided by CWC in its application, annual reports, past rate cases,
and supplemental information obtained through data requests during discovery.
The purpose of my testimony is to present DPU’s review, analysis, and
recommendations regarding CWC’s operation and maintenance expenses to
determine the Utility’s revenue requirements and rate structure.
BRIEFLY DESCRIBE THE DIVISION’S MISSION.
The Division’s mission is to promote the public interest in utility regulation,

ensuring all utility customers within its jurisdiction have access to safe, reliable

service at reasonable prices.

IVV. ANALYSIS OF UTILITY’S CURRENT RATE STRUCTURE

WHEN WAS CWC’S LAST GENERAL RATE CASE?

The Division filed a rate case on behalf of CWC under Docket No. 16-098-01 in
2016. Under this docket, the Utah Public Service Commission (Commission)
issued an order approving a general rate increase on November 28, 2016. CWC
had filed prior applications seeking rate increases on November 06, 2014 and July

21, 2015, but withdrew both for various reasons.
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WHAT IS CWC’S CURRENT RATE STRUCTURE?

CWC included its current Tariff approved in Docket No. 16-098-01 with its

September 14, 2017, Application. The Utility’s current Tariff contains the

following Monthly Rate Schedule:

Current Rate Schedule

Approved in Docket No. 16-098-01

Monthly Rates
Monthly Water Usage

Standby Rate $16.05 Amounts
Connected Customer Base Rate ~ $30.65
Tier 1 (Per 1,000 Gallons) $0.70 0 gals 12,000 gals
Tier 2 (Per 1,000 Gallons) $1.40 12,001 gals 24,000 gals
Tier 3 (Per 1,000 Gallons) $2.80 24,001 gals 36,000 gals
Tier 4 (Per 1,000 Gallons) $4.20 36,001 gals 48,000 gals
Tier 5 (Per 1,000 Gallons) $6.30 48,001 gals Over

DESCRIBE THE RATE REVIEW MODEL THE DIVISION USED TO

ANALYZE CWC’S REQUEST FOR A GENERAL RATE INCREASE.

The Division has developed and utilized a review model over several years to

evaluate and produce recommended rate structures that are just, reasonable, and

promote financial sustainability within Commission guidelines.
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At the commencement of a Division review for a general rate increase, a test year
is set as a reference point. The Division uses the latest financial information,
usually the company’s last Annual Report or information submitted in the
company’s request for a rate increase, to obtain a baseline test year of its reported
revenues and expenses, as well as number of water users, standby customers, total
gallons delivered, etc. The Division reviews and analyzes this information relative
to all invoices received, the company’s historical trends, and known and
measurable changes to the company’s cost of service. The Division recommends
making appropriate adjustments to the test year. These adjustments can reduce or
increase the amounts submitted by the company, allowing the model to adapt to
each individual case, accounting for the company’s unique circumstances. The
resulting adjusted expenses are classified as either fixed or variable.
Recommended rates are calculated that recover all fixed costs through the base
rates charged equitably to each customer class. This model ensures that the

company will have the opportunity to recover all fixed expenses. The Division

utilized this model in its review of CWC.

WHY DOES THE DIVISION RECOMMEND FULL COST PRICING,
WHICH INCLUDES A CAPITAL RESERVE ACCOUNT?
In the past, when a water company applied for a rate increase, the Division

reviewed other water companies of similar size, the number of customers, and
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general geographical location to verify that the rates and fees of the applicant
were comparable. If the applicant company met this criterion, the Division gave a
favorable recommendation to the Commission for approval. In recent years, after
seeing several cases of under-funding and neglect involving regulated water
companies that were no longer able to recover their cost of service, the Division
developed a full-cost pricing model. This model develops rates that cover the full
cost of service, including a capital reserve account. New applicants, as well as
established water companies seeking a rate increase, are required to maintain rates

that cover the full cost of service and establish a reserve account funded and

restricted to cover future capital needs.

HOW DOES THE DIVISION RECOMMEND OVERCOMING THE
POTENTIAL UNAUTHORIZED OVER-EARNINGS OF FULL COST
PRICING AND WATER CONSERVATION RATE TIERS?

The full cost pricing model utilitized by DPU ensures that the company will have
the opportunity to recover all fixed expenses. Since no water is included in the
base rate, the customer pays for the total volume of water used. The rate set for
the volume of water used by each customer is based on a tiered use schedule. The
first rate tier is set to cover the actual expenses used to pump, treat, and deliver
the water to the consumer. All usage tiers after the first tier are set at rates that

encourage conservation. Using this model, when consumers use more than the
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first tier allotment in a month, the company potentially earns more than the
amount allowed by the Commission. To overcome this potential “over-earning”
scenario, the company is required to deposit any excess earnings from water
usage into its established restricted capital reserve account. The establishment of a

Capital Reserve Account was included in CWC’s current tariff established under

Docket No. 16-098-01.

WHAT DID DPU USE AS THE TEST YEAR TO BASE ITS
RECOMMENDATION?

DPU used proforma 2018 as the test year as provided in CWC’s Supplemental
Direct Testimony. DPU analyzed the 2018 numbers using information provided
by CWC’s in its annual reports, prior Docket No. 16-098-01, and additional
information provided in response to data requests during discovery.

CWC has experienced changes in its operations and maintenance expenses since
2016, including system, and administrative changes. These changes, as detailed
by CWC in its Supplemental Direct Testimony, were included in DPU’s analysis.
Details of these changes are described in the following explanation of adjustments

to CWC'’s proposed rate structure.
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108 Q. DESCRIBE THE DIVISION’S ADJUSTMENTS TO CWC’S PROPOSED
109 RATE STRUCTURE INCLUDED IN ITS REQUEST FOR A GENERAL

110 RATE INCREASE.

111 A DPU made adjustments outlined in the attached Exhibits and as more fully

112 detailed below:

113 Exhibit 2.4 DIR, Adjustments to Expenses.

114 Line 5 — Purchased Water — from Weber Basin. The line total of ||l is for
115 water rights No. [l and No. |l administered by Weber Basin Water
116 Conservancy District. These water rights allow for a maximum combined

117 allocation of [ acre feet of water available to CWC annually. These fees are
118 assessed annually and are not based on the amount of water used by CWC or its
119 customers. DPU did not adjust this expense.

120 Line 6 — Purchased Water — from Summit Water Distribution Company (SWDC).
121 The line total of || l] included |l for annual anticipated purchased water
122 from SWDC; [l for estimated emergency water supplied by SWDC during
123 water tank replacement; and [JJlif for system interconnection improvements
124 required to allow for the emergency water supply during water tank replacement.
125 DPU removed a total of [JJlij in adjustments as follows: |JJlj was treated
126 as a direct volumetric use charge and included as temporary water use rate Tier 2
127 at CWC’s cost of ||| | |} N NEEE (s detailed in the Direct Testimony of
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William Duncan); [l for system interconnection was disallowed for inclusion
as an operational expense for rate making purposes because it would be a water
system capital improvement; [l for annual anticipated purchased water was
reduced by [l to reflect historical average costs and invoices received.
Line 7 — Purchased Power (Electricity for Treatment Plant). The line total of
I for electricity for the water system was reduced [JJfij by DPU to reflect
historical average costs and invoices received.
Line 8 — Fuel for Power Production. We adjusted the line total of [JJij for fuel
used in power production due to lack of supporting documentation and no
evidence of need.
Line 9 — Chemicals. DPU increased the line total of i for chemicals by
I (o reflect historical average costs and invoices received.
Line 10 — Materials and Supplies. We removed the line total of [ for
materials and supplies due to lack of supporting documentation.
Line 11 — Contractual Services - Engineering. DPU increased the line total of
I for engineering services by il to reflect historical average costs and
invoices received.

Line 12 — Contractual Services - Accounting. The line total of [ for

accounting services is a reasonable expense.
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Line 13 — Contractual Services - Legal. The line total of JJij for legal services
IS a reasonable expense.
Line 14 — Contractual Services — Management Fees. The line total of i for
management and maintenance of the water system represents a reasonable
expense. On January 8, 2018, the Division received a copy of SWDC'’s written

notice of termination of its 2004 Water System Service Agreement (2004

Agreement). A copy of the letter of termination is included as Exhibit 2.12 DIR.

The Division

was not provided with an endorsed copy of the letter of termination.

Line 15 — Contractual Services — Management Fees — Admin Fees. The line total
of |l for administrative services is as a reasonable expense. In response to
DPU’s 2" Set of Data Requests, CWC outlined that this line total includes
salaries, wages, overhead, and other general and administrative services,
employee pensions and benefits, office rent, and office utilities.

Line 17 — Water Sampling. The line total of [Jfij for required water sampling

services, including services provided by Summit County, was included by DPU as
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a necessary operational expense to reflect historical average costs and invoices
received.
Line 19 — Water System Repairs. The line total of || Jilif for water system
repairs was reallocated by DPU from Line 39 — Miscellaneous Repairs with a line
total of i} This reallocation was made to correctly match the expense to the
NARUC category definition.
Line 23 — Transportation Expense (incl. winter access). The line total of ||l
for transportation expense, including snowmobile and winter access, is a
reasonable expense.
Line 25 — Insurance — General Liability. The line total of |JJJilif for General
Liability insurance was included by DPU as a necessary business expense.
Line 27 — Regulatory Expense — Rate Case Expense. The line total of || for
rate case expense was reduced [l by DPU. These amounts are calculated as
follows: in its Supplemental Direct Testimony, CWC provided a total of
I o rate case related expenses | for legal fees, | for
engineering fees, and [l for snowmobile expense). DPU recommends
annualizing rate case expenses over 3 years. Annualizing ||l over 3 years
totals [Jilij annually. DPU disallowed the ||l snowmobile as an operating

expense for rate making purposes, and subtracted it from the |||l total, thus

reducing the annualized total by JJlij The Division agrees that the purchase of
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a snowmobile is a necessary, but the purchase should be recorded as a capital
investment and added to rate base.
Recovery of these rate case expenses equates to ||| |GG for both
connected and standby customers. DPU recommends a rate structure that will be
reduced by this amount after 36 months as detailed in the Direct Testimony of
William Duncan.
Line 28 — Regulatory Commission Expense - Other. The line total of [JJjij for
other regulatory expenses is the annual state assessed fee. It is a necessary
business expense.
Line 32 — Association / Membership Dues. The line total of [JJjjij for
membership dues was included by DPU to reflect historical average costs and
invoices received.
Line 35 — Postage. The line total of [JJij for postage was reduced [JJjij by
DPU to reflect historical average costs and invoices received.
Line 36 — Office Supplies. The line total of |Jij was included by DPU to
reflect invoices received.

Line 37 — Bank Charges. The line total of [JJjj for bank charges was included by

DPU as a business expense.
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Line 39 — Miscellaneous Repairs. The line total of [JJlij was reallocated to
Line 19 — Contractual Services — Water System Repairs. This reallocation was
made to correctly match the expense to the NARUC category definition.
Line 40 — Administrative Expenses. DPU removed the line total of [JJJilij for
administrative expenses because it duplicates items covered above including Line
15 — Contractual Services — Management Fees — Admin Fees as detailed above
and in CWC’s response to DPU’s 2" Set of Data Requests.
Line 42 — Total Operation & Maintenance Expenses. The total proforma 2018
Operational and Maintenance Expenses of || JJli] was reduced by DPU
adjustments of [l as detailed above.

Exhibit 2.7 DIR, Depreciation Expense and Accumulated Depreciation

Reconciliation.

The Division used a combination of information in CWC’s annual reports, the
asset inventory provided by Bowen, Collins and Associates, and invoices for
newer assets acquired by CWC to establish the asset inventory detailed in this
exhibit.

The combination of this information gives a more accurate view of CWC’s assets.
Along with the adjustment to the assets, the Division found that some items listed
as fully depreciated still had balances; the depreciation schedule reflects these

changes. The Bowen, Collins and Associates inventory gives an estimated
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replacement value. That report also provides an estimated installation date (year)
of the equipment. The Division recognized that using estimated values for
equipment purchased as far back as the early 1970’s, would produce a
depreciation expense that is not in line with equipment purchased from that era.
With that in mind, the Division used a Consumer Price Index (CPI) calculator to
produce dollar values approximately equal to the time period in which the
equipment was purchased. Based on assets currently in service, the Division in
Exhibit 1.1 DIR calculates the current annual depreciation expense to be [l
and requests that this expense be included in current rates. Based on assets
planned to be added during the tank reconstruction (phase 1), the Division,
calculated the projected corresponding annual depreciation expense of phase 1 to
be [ (phase 1 new assets of [l from Exhibit 1.2 DIR + existing asset
total from Exhibit 2.7 DIR of |JJlil]). The depreciation expense of Phase 2 was
calculated by the Division to be |l (phase 2 new assets of [ from
Exhibit 1.2 DIR + phase 1 assets of |l + the total new assets from Exhibit
1.1 DIR of ). Under its current tariff, CWC is to make annual deposits to
its Capital Reserve Account equal to its calculated annual depreciation expense.

This reserve account is restricted to finance future capital replacement and

investments only.
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In addition to this Capital Reserve Account, other reserve requirements of CWC
have been identified. CWC listed in its Supplemental Direct Testimony revenue
requirements including an annual Debt Service Reserve Fund expense of ||
The Division was informed that this Debt Service Reserve Fund, as well as a
Replacement Reserve Fund, were required under the proposed Division of
Drinking Water Loan (Loan). This Replacement Reserve Fund is required to be
funded annually at ] of the operations and maintenance expense budget. The
Division has calculated the annual required deposit to this Replacement Reserve
Fund at ||| I . The combined annual required deposits under
the Loan equals [ l|. As referenced above, the reserve fund proposed by the
Division would be funded at [ lif annually, and increase after the completion
of each of the two phases of construction. Thus, the amount of the annual Capital
Reserve Account deposits as calculated exceeds the amount required under the
Loan. The Division recommends, if possible under the loan covenants, that the
annual amounts required to be deposited into the Debt Service Reserve Fund and
the Replacement Reserve Fund be included in the Capital Reserve Account, to be
funded at the higher annual amount equal to the depreciation expense. If a

separate Debt Service Reserve Fund and a Replacement Reserve Fund are

required to be established in addition to the Capital Reserve Account, then the
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Division recommends the proposed rate schedule and tariff be revised to account

for the additions.

V. DIVISION PROPOSED RATE STRUCTURE

DOES THE DIVISION RECOMMEND A GENERAL RATE INCREASE
AT THIS TIME?

Yes. As detailed in the Direct Testimony of William Duncan, the Division has
recommended an immediate rate increase, with rate adjustments that would be

effective at the completion of each phase of the system infrastructure rebuild.

DOES THE RATE STRUCTURE RECOMMENDED BY THE DIVISION
PROMOTE CONSERVATION?
Yes. As detailed in Direct Testimony of William Duncan, DPU’s recommendation

utilizes a tiered rate schedule based on the volume of water consumed.

VI. CONCLUSION

The Division’s analysis demonstrated that CWC’s current rate structure is not
sufficient to recover the operations and maintenance expenses of CWC, does not

promote financial sustainability, and therefore is not in the public interest. The
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283 Division recommends increasing CWC’s rates to cover its expenses and promote
284 conservation as further detailed herein and in the Direct Testimony of William
285 Duncan.

286 Q. DOESTHAT CONCLUDE YOUR TESTIMONY?

287 A. Yes.

288
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